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THE CONTROL OF RETURN ON PUBLIC UTILITY 

INVESTMENTS 

ACTIVE regulation of public utilities has become quite 
generally established in this country, and for the most 
part has probably justified itself. The purpose and 
methods of regulation, however, have not been very clearly con- 
ceived or definitely worked out in the form of legislative 
policies. The theories underlying regulation have not been 
thoroughly and consistently developed, and their practical ap- 
plication has been unduly laborious, spasmodic and indefinite. 
Our commissions have doubtless been tremendously busy, and 
have been quite generally actuated by genuine public interest, 
but they have been hindered in their work by lack of legislative 
authority and they have been overwhelmed by excessive respon- 
sibilities, inconsistent duties, and strangling details. They do 
only what they are authorized by law, but the statement of the 
law is usually so general and vague that practically they must 
resort to interpretations and thus come in conflict with the views 
of the courts. While they possess combined functions of legis- 
lators, administrators and courts, they have not the power to 
construct a clear and logical plan of regulation that will work 
systematically along clear lines of common sense. 

It is true that the development of sound policy and of effi- 
cient administrative machinery requires time. A complete reg- 
ulative policy could not be evolved by a closet philosopher. 
It must necessarily grow out of experience. But we have now 
an abundance of accumulated experience, which should be 
thoroughly analyzed and on the basis of which our policies 
should be re-stated along desirable lines. The purpose of this 
paper is to point out the fundamental difficulties in present pro- 
cedure and to suggest how they may be reasonably overcome, 
so as to establish clearly defined relations between the companies 
and the public, free the commissions from present irksome and 
irritating details, and make possible important constructive work 

in behalf of the public service. 
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I 

Both the Interstate Commerce Act and the various public- 
utility laws of the different states deal with regulation primarily 
from the standpoint of rates, either neglecting entirely, or 
treating only incidentally, the regulation of return to investors. 
In practice, however, the regulation of rates has involved the 
return to investors to such an extent, and public discussion 
has centered so much around it, that regulation of return, 
rather than of rates, has become the primary and more im- 
portant consideration before the commissions. But the entire 
policy or procedure in regulating the return to the investors 
has been tacitly and indirectly left to the determination of the 
commissions — duly restricted by legislative indefiniteness and 
conservative judicial control. 

The Interstate Commerce Act makes unreasonable rates ille- 
gal, forbids various forms of discrimination in rates, and gives 
the Interstate Commerce Commission power to fix reasonable 
rates. Nothing is said as to the regulation of return to investors. 
The Public Service Commission Law of New York, for years 
perhaps the most carefully constructed public-utility act in the 
country, likewise provides chiefly for the regulation of rates, 
requiring that they be reasonable and non-discriminatory, and 
giving the Public Service Commission power to establish rea- 
sonable rates. It provides only incidentally that, in the deter- 
mination of rates, the commission shall have due regard to the 
fair value of, and to a reasonable return on, the property of the 
company. In like manner, all the public-utility laws, patterned 
more or less after the federal and the New York acts, provide 
chiefly for reasonable rates, and make little or no reference to 
control of return on investment. 

It is quite clear, however, that an excessive return to inves- 
tors is usually the determining element in the conclusion that 
any schedule of rates is unreasonably high. A commission 
in exercising its authority to prescribe rates may not make the 
schedule so low as to result in confiscation of property. The 
investors are entitled to receive a fair return on the property de- 
voted to the public service. Consequently, in any important 
rate case, the primary question before the commission is the rea- 
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sonableness, not of the rates, but of the return which the rates 
will bring. This determination must be reached by the com- 
missions with practically no guidance in the statement of the 
law, and with no grant of authority to institute a thorough-going 
and consistent policy from their own conception of what is de- 
sirable. Moreover, in any endeavor to form such a concep- 
tion they are limited by the decisions laid down by the courts. 
Although to establish regulation is clearly a legislative function, 
the commissions are hampered by the lack of a definitely for- 
mulated legislative policy and are compelled therefore to submit 
to judicial restriction — which has resulted in obstruction to, 
rather than construction of, a clear and sensible method of 
control. 

It seems to the writer that the time has come when the 
importance of the regulation of return should be recognized 
and provided for directly by law. To formulate a policy 
would be a simple matter. The general terms could be easily 
expressed. It seems absurd that we should continue indefi- 
nitely through the future with the present ill-defined methods. 
If we wish to control the return on public-utility investments, 
why not declare the fact through legislation and provide directly 
the machinery of control? If we regard public-service cor- 
porations as really public agencies and consider their invest- 
ment as quasi-public loans, why not establish the fact clearly 
in law and then proceed with positive regulation accordingly? 
Why continue blundering by indirection, when we can proceed 
by direct methods ? 

II 

The first important step in a rate case is the determination 
of the investment on which the company has a right to earn a 
return. This requires the valuation of the property devoted to 
the public service. Nothing is said in the law as to the basis 
on which the valuation shall be made. There is simply the 
general judicial declaration that a reasonable return must be 
allowed on the fair value of the property used in serving the 
public. The proper procedure in a case is unclear and indefi- 
nite. This naturally incites the hostility of the company toward 
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the commission. The interests are made needlessly antago- 
nistic. The commission's time is wasted in routine, in long 
hearings and deliberations, which usually result in a compro- 
mise decision, leaving still undefined the relation of the public 
to the investors in the utility. 

The only guiding principle is the fair value of the property. 
But what is fair value ? The moment this question is raised, 
the flood-gates are opened to indeterminable arguments and 
discussions. The company's theory in a case is naturally alto- 
gether different from the commission's. It will contend that fair 
value means actual market value or exchange value, which, of 
course, is based on earning power, and which if accepted in a 
case would defeat all regulation except such as would result in 
no diminution of return. Undoubtedly the courts do not mean 
exchange value, but rather fair valuation for rate control — a 
cost and not a value category. But this is a matter of inter- 
pretation and has been the subject of much acrimonious dis- 
cussion. Still, this matter has been pretty well threshed out, 
and the conclusion seems to be that it is a fair valuation and 
not the value of the property on which return is to be primarily 
based. But what is a fair valuation ? Shall it be actual cost 
or the cost of reproduction of the property ? Shall any deduc- 
tion be made from cost new to provide for the age, wear 
and tear of the property? What provisions for intangibles, 
interest and taxes during construction, engineering and organi- 
zation expenses and similar items? What allowance for de- 
velopmental expenses? Should any addition be made for 
deficiency in return during the early years of operation? To 
what extent should deficiency in return be capitalized against 
the public? What allowance should be made for working 
capital? Are there any peculiar features in the valuation that 
deserve special consideration? 

Every step in the course of the valuation constitutes debata- 
ble ground, and thus it is that an important case drags along 
through weeks and months, and runs into years before a decision 
is finally reached. But, when all the important matters have 
been threshed out in great detail, it often happens that the de- 
cision represents a rough compromise, based but remotely on 
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the facts that were laboriously accumulated and over-seriously 
discussed in the course of the hearings. And after all the ef- 
fort, nothing is definitely settled for the future. If the company 
accepts the rate schedules as determined by the commission, it 
proceeds with operation as before, making all the profits that it 
can under the new conditions, and continuing on its books the 
same property values that it had before the case was started. 
If in the future, because of inventions and the growth of popu- 
lation, the return obtained by the company again seems unrea- 
sonable and a movement for a reduction in rates is started, the 
laborious process of a rate case must be repeated. The earlier 
valuation will be of little assistance; the composition of the 
property will have changed, the level of prices will have shifted 
and new special considerations will have arisen. Nothing per- 
manent is gained by the valuation in determining the equitable 
relation between private investors and the public. 

This procedure is too irregular and spasmodic. To be effec- 
tive, the regulation of return should be automatic and consistent. 
The company's accounts should show definitely at any time the 
investment on which a return is allowed. The valuation should 
not be a shifting matter, varying with time, place, and other 
circumstances. It should be a definite thing, which should be 
regularly determined as a matter of accounting between the 
company and the public. If we do not accept this idea in our 
system of regulation, there is little use in the detailed accounting 
requirements that we impose on the companies or in the attempt 
to regulate the return earned by the companies. The invest- 
ment on which the return is based should be an exact thing, 
fixed practically by agreement between investors and public, 
subject to precise accounting, involving no debatable factors. 
It should not require any of the commission's time for deliber- 
ation and determination. This should be but an incidental and 
self-operating process in the course of regulation. 

For new companies and for future investments, the process 
could be made very simple. First, a definite legislative policy 
should be enacted, stating clearly that the return allowed shall 
be based on actual investment. Then, in determining the 
valuation, we should have simply a question of accounting. 
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Every increase in investment would be recorded, and at every 
point the total amount entitled to a return would appear exactly 
stated, not subject to any dispute. 

The difficulty in the suggestion appears in connection with 
existing properties. In most cases, the actual investment is 
not shown by the company's books. While the property ac- 
counts may be kept in detail, as required by the commission, 
the amounts originally charged to the accounts may have 
represented to a large extent merely the issue of securities and 
not actual expenditure of money or equivalent sacrifice. Also, 
in the course of operation, as plant was retired, the property 
accounts may not have been credited with the original cost of 
the retirements although charged with the cost of the replace- 
ments. Thus the fixed capital accounts may show a greatly 
inflated valuation as compared with actual cost incurred for the 
benefit of the public. Likewise, if we turn to the other side of 
the balance sheet, looking to securities outstanding as the 
measure of investment, we again strike the possibility of over- 
capitalization — stocks or even bonds issued without equivalent 
cash put into the business. Book values, therefore, can seldom 
be taken as representing fair investment. For existing prop- 
erties a special valuation is essential before regulation of return 
can be made the automatic process that is desired. 

It seems, however, that we should nevertheless face the 
problem squarely and make regulation the definite thing that it 
ought to be. Two steps are essential. First, we should deter- 
mine a clear legislative policy as to valuation, so as to avoid 
floundering under the uncertain court decisions. The policy 
should be as simple as possible, definitely meeting, however, 
the various contingencies. Consistent with future investment 
policy, it should perhaps be based on the actual cost, or more 
precisely, the installation cost of the property in service, with 
due regard to accrued depreciation. But there would be no 
inherent difficulty if cost of reproduction were adopted. The 
important consideration is to establish a definite basis, which is 
conceived fairly along broad lines of justice and social expedi- 
ency. It is not the purpose of this paper to discuss the relative 
advantages of the different bases of valuation, but to emphasize 
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the importance of adopting a single, definite one, and of avoid- 
ing the multitude of present uncertainties in an appraisal. But 
it should be emphasized that in our efforts to be just to the 
companies we should not unduly hamper practical and fairly 
rapid procedure. Broad, not narrow personal, justice should be 
the standard. 

The second step essential in making the determination of 
investment an automatic process is to place an official valuation, 
according to the general policy adopted, upon every public- 
service property under the control of the commission, and to 
require the results to be taken upon the books of the company. 
Each property or fixed capital account would then show the 
estimated cost of the particular class of plant or equipment, 
and the sum of the accounts would show the cost of all the 
property in service. Then, for the future, as units of capital 
are retired, they should be credited, and all replacements, ad- 
ditions, and betterments should be charged, to the property 
accounts. Also, the accrued depreciation at the time of the 
official appraisal should be fairly determined and entered upon 
the books as a credit reserve, and then for the future regular 
provision should be made for depreciation. The net valuation 
at any time entitled to a return would be the sum of all the 
property accounts, including both fixed capital and current 
assets, less the accrued depreciation as shown by the reserve, 
and less all current liabilities not viewed as capital obligations. 
The valuation would be a definite thing all the time. There 
could be no possible disagreement between the investors and 
the public. 

To make a physical valuation of all the properties under the 
jurisdiction of a state commission would, of course, be a tre- 
mendous undertaking, involving large expenditures of money. 
The question is simply : would the outlay be justified by the 
advantages obtained ? No final mathematical proof can be pre- 
sented that the gain would justify the cost. To the writer, 
however, there appears no doubt in the matter. The decision 
really must rest on what we want. Apparently we have deter- 
mined upon the course of regulation, and we should not be 
willing to return to the old laissez-faire conditions. But, if we 
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intend to regulate, we should formulate a clear policy making 
the process as simple and automatic as possible. Further, al- 
though for the most part we are proceeding on the course of 
regulation, there are already numerous experiments with public 
ownership, and the number will doubtless increase from year to 
year. Whether public ownership and operation will finally re- 
place the system of regulation, no one can tell. But we should 
give reasonably free opportunity for experimentation. The 
valuation policy adopted for regulation should be followed en- 
tirely when in any case public ownership is undertaken. The 
public should be practically free to decide whether to pay in- 
terest in a different form under complete public ownership and 
management. In other words, the same valuation used for 
the purpose of regulation should properly be employed in the 
purchase of the property by the public. If this matter were 
definitely settled, while there would probably be great opposition 
while the policy was under discussion, we should doubtless avoid 
a great deal of difficulty in the future, as the purchase cases 
come up for adjustment. 

A general valuation of public-service properties would doubt- 
less serve a long-sighted use in the future. But under present 
conditions huge expenditures are being constantly made on ac- 
count of valuation. Every important rate case means an outlay 
of hundreds of thousands of dollars for the purpose of the 
appraisal and the hearings before the commission. If we con- 
tinue with the present methods, these expenses will continue 
without giving us effective regulation. As already stated, the 
present valuations have no permanent importance. We may 
raise the question whether in the end merely in the matter of 
cost the immediate general appraisal of public-service properties 
would not be much less expensive than the piecemeal proced- 
ure that we are now following. 

In regard to this question, the present experience of the 
Interstate Commerce Commission with the physical valuation of 
railroads is somewhat discouraging. The first estimated cost 
of the huge undertaking was near $5,000,000; now the amount 
promises to be $20,000,000 ; and there are those who believe 
that $50,000,000 will be the ultimate outlay. Perhaps the 
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investigation of the commission is more elaborate than neces- 
sary. If a clear and definite, a simple but broadly just, valua- 
tion policy had been adopted, much of the work that is being 
done would not be necessary. Under the terms of the law, the 
commission is required to provide figures for the original cost 
of construction, cost of reproduction, actual investment, depre- 
ciation, and other matters. The difficulty of framing the law 
was that there was no clear purpose for which the results of the 
valuation were to be used ; consequently more details were re- 
quired than would be necessary if the clear object had been 
merely the determination of investment entitled to a return. 
As things are, various sets of figures will be provided, and the 
use to which they will be put will depend upon what policies 
are later determined upon. 

Suppose the final cost of the railroad valuation should prove 
to be $50,000,000. This after all would probably not consti- 
tute more than one-fifth of one per cent of the valuation. The 
justification of the expenditure would depend on the use made 
of the figures. If they should be employed for determining 
the definite value entitled to a return, and if then regulation 
should be made automatic, as desired, the huge expenditure 
would undoubtedly prove a very profitable social investment. 
But it must be admitted that according to present appearance 
no definite use will be made of the results, and the expenditure 
promises to be largely a social waste. Will Congress be willing 
to adopt a policy of regulation which really controls ? 

Ill 
The second important step in a rate case is almost as indefi- 
nite and as provocative of ill-feeling between the commission 
and the company as is the valuation of the investment — 
namely, the determination of the rate of return allowed on the 
official valuation. In general the rate is usually intended to be 
fixed at a figure which will induce investors to provide the 
necessary capital for reasonable improvement and extension of 
the service. Consideration is given to various market condi- 
tions, including the risks involved in the business and the section 
of the country in which the property is located. The purpose 
is to allow a rate which conforms fairly to actual conditions. 



No. 2] RETURN ON PUBLIC UTILITY INVESTMENTS 269 

On its face this practice would seem reasonable enough. 
Actually, however, while it does not directly involve huge 
expenses as does the fixing of the proper valuation, the result 
is exceedingly uncertain and unsatisfactory. The first criticism 
is that the rate fixed in any case may vary greatly — for example, 
between 6 per cent and 8 per cent or even 10 per cent. What 
is a fair rate? How may that be concretely determined by 
abstract consideration ? How may the actual prevailing market 
rate be found without actually raising capital for the company 
concerned ? When various general matters have been discussed 
from a multitude of angles, the rate that is finally determined 
is likely to be based chiefly upon the feelings of a group of 
gentlemen whose conclusion may rest more upon their past 
or special associations than upon actual market conditions. 
A difference between 6 per cent and 8 per cent in a case would 
not be viewed with great concern — either would be regarded as 
constitutionally reasonable — but there would be a tremendous 
difference in the total return collected from the public. If 6 
per cent is the reasonable rate, then 8 per cent is not, and 6 
per cent should be the maximum allowed, and the determination 
should really be based on market conditions and not on the 
opinion of a small group of not omniscient men. 

Other criticisms of present practice may be made. First, the 
rate is always likely to be considerably higher than would be 
required to attract capital on a straight investment basis. 
Apart from the usual need of reasonable liberality, leaving a 
margin between what would appear absolutely right in a case 
and what still might be fairly justified, the rate of return is 
usually based upon the investment through the issue of stock 
and not of bonds. Ordinarily a company raises at least fifty 
per cent of the required capital through the issue of bonds at 
an effective rate of interest of from 4*4 per cent to 5 }4 per cent. 
If the capital were obtained through the issue of stocks, the 
return required might well be 7 per cent. If the latter then is 
taken as the fair rate in a case, and if half of the actual invest- 
ment was actually made through bonds at 5 per cent, then the 
stockholders would be getting a return of 9 per cent, on the 
assumption that the valuation in the case was fixed at the 
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amount of the actual investment. Clearly the rate of return 
allowed would be considerably higher than necessary to attract 
capital. Of course, the kind of securities covering the property 
might well be considered in determining the rate of return to 
be allowed, so that, in the case assumed, 6 per cent would be 
permitted on the valuation, which would provide 5 per cent for 
the portion of the investment covered by bonds and 7 per cent 
for stocks. Still, the commission, although entirely unpreju- 
diced, would usually not make this distinction. 

A second criticism, which to the writer appears fundamental, 
is that while the rate of return allowed on future investments 
should be high enough to attract capital, there is no reason 
why the same rate should apply to the existing investment. 
For the latter, the reasonable rate would be the one required at 
the time the investment was actually made — the implied promise 
that induced the investment. Suppose that the bulk of the cap- 
ital in a case was provided fifteen years ago, when the actual 
rate involved in the issue of securities was, say, 4$ per cent, while 
now when the case is before the commission the market rate is 
6 per cent. To be sure, to attract necessary capital for im- 
provements and extensions, 6 per cent would have to be al- 
lowed, that is, for the future, but what reason is there to permit 
6 per cent on existing investment which was made on an im- 
plied contract with the public on a 4& per cent basis? The 
situation might be the other way about. Suppose that a new 
property is developed during the next five years with the capital 
obtained on a 6 per cent basis, and that later it will be involved 
in a rate case when capital could be raised at 4i per cent. 
Should the latter then be the rate actually allowed on the entire 
valuation in the case? Would this be broadly fair to past in- 
vestors? If the nature of the securities were to be disregarded, 
the company might be rendered insolvent, for the net earnings 
allowed might not be sufficient to pay the contractual interest 
on the bonds outstanding. As a matter of policy, we may ask 
whether it is practicable or reasonably expedient to shift the 
rate of return on the entire investment with every change in 
fundamental market conditions. 

A final criticism — though still others might be made — is that 
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the return is somewhat definitely fixed only for a year or two 
immediately after the decision in the case. The practice, as is 
well known, is to fix the price that the company may charge for 
service at such a figure that the gross revenue will cover imme- 
diately for the future all operating expenses and full return on 
the investment at the rate fixed. The result, therefore, is usu- 
ally that, in a growing community, with the expansion of busi- 
ness the rate of return realized by the company on its invest- 
ment increases year by year. In the course of time the return 
will become clearly excessive, and a movement will be started 
for another reduction in service rates. Then the company's 
attorneys will burst with eloquence showing that the profits have 
been due to special economies, wise administration etc., that to 
reduce the existing fair rates, which were fixed by the commis- 
sion, would not only be grossly unjust to the company but 
would be destructive to good service, and would remove the 
natural spur to efficiency and progress ! 

Our entire procedure in fixing the rate of return, as in deter- 
mining the amount of the investment, is too indefinite and spas- 
modic. It controls in a haphazard fashion and is bound to 
arouse hostilities between the commission and the companies. 
The matter should work automatically. A clear policy should 
be established. The rate of return should be definitely fixed, 
actually based on market conditions, really providing control of 
return on investment, not recurrently requiring the expense and 
annoyance of a rate case. 

The purpose of this paper is not to argue for any particular 
single method of control, but merely in general to outline how 
real control may be obtained. For future investment, the policy 
could be simple. To the extent that capital is raised through 
the issue of bonds, the matter would take care of itself. As 
the mortgage is drawn up, the rate of interest on the par value 
of the bonds is fixed, and then as the securities are sold, the 
proceeds realized would vary with the rate of return required 
by investors. The return would thus be a definite thing, fixed 
on a clear contractual basis. 1 As for future investment through 

'The accounting would be determined according to usual present requirements. 
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the issue of stocks, the procedure would probably best be made 
the same as for bonds. The return on the face value should 
be definitely fixed at a rate (say, at 6 per cent) that will ap- 
proximate the market at the time the new regime of regulation 
is introduced, or at the time the stock authorization is provided. 
Then, again, with changing market conditions, as the stock is 
actually sold, the price realized would be above or below par 
according to market conditions at the time of the issue." The 
difference between bonds and stocks outstanding would simply 
be a matter of risk. The price or rate for service should be 
fixed, if possible, so as to permit the full return on the entire 
investment. But if the business should not be capable of sup- 
porting in full the entire amount, the interest on the bonds 
would constitute, as now, a prior claim against income. For 
this reason, the rate of return on which bonds would be issued 
would be lower than the basis of the stocks. The difference in 
risk should be clearly stated in the policy of control, and then 
the rate of return on which the securities could be issued would 
be determined on the market accordingly. 2 

The bonds as issued would be credited at full face value to the funded debt account; 
the proceeds would be charged to cash or other prescribed property account; the 
difference between the face of the issue and the proceeds realized, would be a discount 
or premium, entered in a special account for the purpose. The discount or premium 
would be amortized through income during the life of the bond, so that at maturity 
the total actual investment in property through the security issue would be brought 
to equality with the full amount of the bonds to be retired. The investment value at 
any time would be the par of the bonds, plus or minus the unamortized portion of 
the premium or discount. On this amount the interest payment would be equal exactly 
to the market rate on the basis of which the bonds were floated. 

1 The accounting would be similar to the case of the bonds. The par value of the 
issue would be credited to the capital stock account; the actual proceeds would be 
charged to the required property account ; the difference between the par of the stocks 
and the proceeds would be entered under a special discount or premium account. 
The discount or premium would not need to be amortized, for the stocks would not 
be expected to be retired. It would be necessary, of course, so far as public utilities 
are concerned, to change the present general legal requirement that capital stock may 
not be issued below par. With the commission controlling the issue of securities, 
also the return on investment and all accounting procedure, there could be no possi- 
ble danger in abandoning a requirement which has not prevented over-capitalization 
in the past ! 

2 The policy could, of course, be adopted, guaranteeing, to the extent of the tax 
power, the full return on investment. Then all the securities issued would constitute 
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As in the case of the valuation, so in the fixing of a definite 
rate of return, serious difficulty would be incurred in the adjust- 
ments required as to existing investments. In so far as we 
have to do with bonds, the rate of return would be already 
established ; the equities would better not be disturbed, unless 
complete valuation of the property should not be sufficient to 
support the bonds outstanding. For the portion of the invest- 
ment covered by stocks, however, more or less arbitrary pro- 
visions would have to be made. Perhaps the simplest plan 
would be to determine what is the earning value of the stock. 
This would be the total valuation of the property, less the value 
of the bonds and preferential securities outstanding. On this 
amount a fair rate of return would then be fixed, and the 
amount of the return might be pro-rated over the par value of 
the stocks outstanding to determine the legal dividend rate. 

For illustration, let us assume that in a given case the com- 
plete property valuation, with full provision for working capital, 
is $1,000,000; that the value of the bonds outstanding is 
$600,000 and that the par value of the stock is $1,000,000. 
The earning value of the stock, therefore, would not be the par 
of $1,000,000, but $400,000 — the difference between the valu- 
ation of the property and the amount of the prior securities. 
Suppose that the reasonable rate of return were stated at 6 per 
cent on earning value. The return to stockholders would be 
fixed at $24,000 a year, which would be equal to 2.4 per cent 
on the $1,000,000 par value of the capital stock outstanding. 
This rate of return should be made permanent for the future. 1 

A more drastic scheme would be to require recapitalization 

a special form of municipal or state obligations, and the rate of return on which they 
could be issued would be determined accordingly. With the proper increase in con- 
trol by the commission over investment and operation, this probably would be the 
most desirable plan. 

1 The accounts should be adjusted accordingly. The property would, of course, 
be entered according to the valuation, with adjustment for accrued depreciation. 
The stocks would be shown at full par value with a debit offset equal to the excess of 
par over earning value. It would be desirable to provide for at least two grades of 
capital stock : that outstanding at the time definite regulation was established and 
that subsequently issued. The former would usually bear a lower rate of return on 
par value than the latter and might well be given preferential rights. 
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at the time the valuation is made, so that the securities out- 
standing would be equal to the earning value of the property. 
Subsequently, as new issues are marketed, they would represent 
actual investment entitled to return. In this way, the securities, 
together with discount and premium accounts, would show all 
the time the official investment on which the public is paying a 
return. Recapitalization could be accomplished without in- 
ordinate expense. In most cases, no serious difficulties would 
be encountered. In the case above assumed, the $i, 000,000 
capital stock would simply be replaced by $400,000. The 
bonds and mortgage rights would not be disturbed. No one 
would be injured. Each stockholder would get a return to 
which he would be reasonably entitled. In place of a return of 
2.4 per cent on a par value of $1,000,000 he would receive 6 
per cent on $400,000. He would have the same equity, but 
the par value would have a clear investment significance. 

The policy should state clearly, in case a company is poorly 
located, whether any deficiency in return is to be carried for- 
ward as a cumulative claim against future years, or whether 
each year should stand on its own earning power. The service 
rates in force should be liberally or freely fixed, so that the 
full return may be secured if the business is capable of earning 
it. If each year's return to the investors may be taken only 
out of the year's profits, or at best only out of surplus definitely 
accumulated for the purpose of payment during lean years, 
then the rate of return required on the issue of securities would 
be greater than if deficiencies may be temporarily capitalized 
until they can be made good through future earnings. It 
would probably make no great difference which of the two 
policies were followed, but one or the other should be definitely 
established, so that the investors may know clearly the rights of 
their holdings. 

A question may be raised as to what should be done with 
any part of the return that is reinvested in the business. The 
policy should be specific on this point. The amount might be 
added to the investment and a return allowed on the full addi- 
tion. The rate might be the same as for the par value of the 
stock. This matter would present some difficulty in proper 



No. 2] RETURN ON PUBLIC UTILITY INVESTMENTS 275 

adjustment in case the value of the stock is above or below par. 
Stock dividends might be issued on the basis of the market value 
of the stock. But if the return were definitely limited on all 
securities outstanding, probably no part would be reinvested in 
the business. The full amount would probably always be paid 
out as it matured, precisely as now in the case of bonds and 
preferred stocks. If new funds are needed, there is no particu- 
lar reason why they should be obtained through the retention 
of income due to investors instead of the direct issue of more 
securities. A liberal policy as to surplus should, of course, be 
followed, but this would not need to affect the equities of the 
security holders. A reasonable surplus might well be accumu- 
lated out of general earnings without diminishing or increasing 
the return due to the investors. 

It should be pointed out that in the scheme presented we 
should look for the investment entitled to a return, not prima- 
rily to the property accounts but to the funded debt and capital 
stock outstanding. Present practice in rate cases is just the re- 
verse. This is due chiefly to the fact that the par value of the 
securities outstanding usually far exceeds the fair earning value 
of the business, and in a special appraisal the property may be 
more satisfactorily valued than the outstanding securities. But 
if the stocks and bonds represent actual investment, if their is- 
sue is definitely regulated, and if the return is fixed, there can 
be no possible danger of allowing a return on over-capitalization ; 
looking at the securities instead of at the property would 
furnish the more convenient view of the investment. 

To establish the regulation of return as here outlined would 
doubtless be costly, but it should be emphasized that control 
would be definite and automatic. The expense would be simply 
an initial one ; it would not be recurrent, as is true in present rate 
cases. On investments made prior to the initiation of the system, 
reasonable return would be determined as equitably as possible 
in an indefinite situation. For future investment the return 
would be contractual, fixed by agreement between investors and 
the public. Service rates could be fixed or allowed to be 
determined so as to give full opportunity to pay the stipulated 
return, and any excess income above a reasonable surplus should 
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go to the municipality or state, or in the case of railroads to 
the federal government, in the form of a franchise tax. 1 

IV 

The chief advantage of the proposed plan is that regulation 
of return would become automatic. It seems worth while to 
consider especially the matter of depreciation, which is a tre- 
mendous bugbear under present conditions. In a given case, 
it is not always clear whether in fairness to the company 
accrued depreciation should be deducted from the valuation- 
new of the property. If it is to be deducted, then should the 
amount be determined on the straight-line method, the sinking 
fund, the inspection, or the functional method ? The particular 
method used may involve a difference of many thousands of 
dollars in the final valuation. Even in the use of a single 
method, the results would vary greatly according to the person 
using it or the fundamental facts upon which the calculation is 
based. There is opportunity for endless discussion of technical 
matters whose final determination cannot be other than arbi- 
trarily made. Further, even if the company for many years 
has been making regular charges to operating expenses on 
account of depreciation and has been building up a depreciation 
reserve, this fact has no particular bearing on the valuation, 
and, when the case is finally disposed of, neither will future 
allowance for depreciation have any special effect on the valua- 
tion and the control of return. If the company should again 
be involved in a rate case, the situation would be as indefinite 
as before. 

If the policy here outlined were adopted, there would be no 

1 It is beyond the scope of this paper to consider the actual fixing of service rates. 
But in line with earlier papers published by the writer, it may be briefly suggested 
here that in the case of the simpler utilities, like street railways, the rates might be 
fixed almost altogether on the basis of cost. In the more complex utilities, like power, 
telephone, telegraph, and especially railroad companies, chief consideration should 
be given to commercial conditions; the rate may better be fixed along broad lines of 
"what the traffic will bear." No advantage could accrue to the companies from 
such a policy. The commission, freed from the routine of present rate cases, could 
take a more direct and intelligent part in the broad consideration and actual fixing of 
rates. Cf. " Return on Public Service Properties," Political Science Quarterly, 
vol. xxx, pp. 254-276. 
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uncertain financial relations between the company and the 
public. To be sure, in the appraisal of the existing property, 
there would be the difficulties already pointed out. If an 
official valuation were once established and the company's 
books were re-written accordingly, for statistical purposes we 
should probably find it desirable to state in the property 
accounts the cost new of the property in service and to set up 
a credit reserve to cover the estimated depreciation. When the 
valuation and the adjustment of the accounts were once com- 
pleted, then for the future the treatment of depreciation would 
be a simple matter. Present methods of allowing for depre- 
ciation, and of accounting, could be satisfactorily followed. 1 

It would still be desirable to make reasonable allowance for 
depreciation in accordance with the expected life of the prop- 
erty in service. Adequate but not excessive provision should 
be made. Still at best any allowance would represent only a 
more or less justifiable estimate. But under the proposed 
scheme, the company would neither gain nor lose through 
excessive or inadequate provision. In any event it would get 
exactly the same return, except perhaps in extreme cases. 
The investment on which the return is based would not be 
affected. 

At present, however, the depreciation provision may affect 
the welfare of the companies considerably. Suppose that in a 
given case the profits have been high and a movement for 
rate reduction is feared. The company in order to cover up 
excessive profits may increase its charges to operating expenses 
on account of depreciation. The profits shown will then be 

1 Estimates would be made on an annual or monthly basis for wear and tear of 
property; the amount would be charged to operating expenses and credited to the 
depreciation reserve. When plant and equipment are installed, the cost would be 
charged to the property account; when retired, it would be credited to this account 
at original cost, and charged to the depreciation reserve. The balance of the reserve 
then at any time would represent the portion of the cost of existing property that has 
been charged off to operating expenses (except the part of the reserve set up in 
the accounts at the time of the official valuation). The balance of the property 
accounts, less the depreciation reserve, would represent the valuation of the property 
on which a return is allowed ; this amount would be equal to the securities outstanding 
on which the fixed return is based. (Adjustments, of course, would have to be made 
for premiums and discounts.) 
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considerably diminished, the rate case will be deferred, and the 
property will be built up year by year through the excessive 
charges to operating expenses. The depreciation reserve in 
such a case will represent increase in investment instead of only 
properly accrued wear and tear of existing property. If later a 
rate case arises, the valuation will be based not on the company's 
own direct investment, but presumably on the reproduction cost 
of the property then in service. This means that the company 
would get a return upon property which was constructed out of 
funds contributed by the public through excessive rates. It 
would get a direct advantage from the unjustifiable depreciation 
charges. This situation is clearly absurd. If the rates were 
excessive, the company should not be able to profit from their 
continuation merely by covering them up by unjustifiable manip- 
ulation of operating expenses." 

Under the proposed plan, as already stated, no advantage 
could be derived by the company through unreasonable depre- 
ciation charges. The only objection that could be made 
against excessive depreciation charges is that the property 
would be built up at the expense of present consumers for the 
benefit of future consumers. To some extent such a policy 
might be desirable, but it should be followed openly, not cov- 
ered up through improper charges to operation. But, if at any 
time the provision for depreciation should prove to be exces- 
sive, so that the accumulated reserve is to a considerable extent 
really surplus, no particular harm would have been done. The 
public would get the benefit later, and in the meanwhile the 
company would reap no undue advantage. 

On the other hand, if the depreciation charges are inade- 
quate, again the company's interest would not be affected under 
the proposed plan. There would still be the fixed return on 
actual investment, neither more nor less. The effect of inade- 

1 The company could doubtless even declare a special dividend out of the excessive 
depreciation reserve. The commissions apparently have no special power over the 
reserve, nor over the declaration of dividends. If, at any time, say just as a rate 
case was threatened, the company decided to declare a special dividend, it could not 
be prevented if it could reasonably establish before the court that the reserve was 
really surplus and not merely accrued wear and tear of property. 
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quate depreciation allowance would fall wholly upon the public. 
Present consumers would not contribute their reasonable share 
toward the maintenance of the property, and the burden would 
fall correspondingly more heavily on future consumers. If for 
a time provision were inadequate, the matter would not be seri- 
ous, but, of course, such a policy could not be followed indef- 
initely without affecting the service and ultimately placing very 
heavy burdens upon consumers. It would be wholly a matter 
of reasonable adjustment between present and future consumers. 

In extreme cases, of course, the property might be so run 
down through neglect that in the end it could not be properly 
restored through increased rates to consumers, and loss might 
fall upon the investors. But, usually, long before the situation 
would become serious, the fact that inadequate provision was 
being made for maintenance would become apparent, and the 
deficiency would be made good. The allowance for deprecia- 
tion is bound to be more or less a matter of guess ; adjustments 
must be made from time to time. If the provision at any time 
should prove somewhat excessive or inadequate, the correction 
would be made later, and would not be a serious matter to con- 
sumers. The important thing is that the interest of the inves- 
tors should not be affected by the situation. 

Likewise, as to ordinary repairs and other operating ex- 
penses, the interest of the company would not be affected, 
whether they are properly charged to income or to capital ac- 
count. If the latter, while the net operating income shown 
would be inflated and the property accounts overstated, the 
company would still get simply its fixed return upon a definite 
valuation. The effect would be that the public's share in 
the profits would be overstated ; the public would be taking 
income where really there was none. A persistent policy of 
this sort would, of course, wreck the utility and bring loss to 
the company. Ordinarily, however, it would again be merely 
a question of proper allocation of expenses between pres- 
ent and future generations of consumers. It would be as 
essential as now to follow proper operating and accounting 
methods. But in practice the correct course is not always pre- 
cisely clear, so that if temporarily wrong charges were made the 
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situation would not be serious, and the investors would still get 
the stipulated return agreed upon. And there is perhaps 
reason to suppose that if the companies can derive no advan- 
tage from unsound accounting or financial arrangements, they 
would have less difficulty in following reasonable standards as 
to depreciation, general maintenance, and the proper statement 
of expenses. 

V 

An incidental advantage in the proposed plan is that public- 
utility securities would be placed throughout upon a sound 
investment basis. Speculative features would be removed. 
Public-utility bonds even now form first-class investments. In a 
rate case they are likely to receive full protection. They rep- 
resent a definite return and usually involve very little risk. The 
situation, however, is altogether different as to public-utility 
stocks. These are now primarily speculative securities. They 
are usually held not for the sake of straight investment, 
but for the sake of control of the property. When new funds 
are required for the extension and improvement of the service, 
bonds and not stocks are usually offered to the investing public. 
In most cases, stocks could not be sold for such purposes. They 
involve too many uncertainties to attract the general investors. 
They constitute more the promoter's than the investor's securi- 
ties. And here doubtless is one of the great difficulties in 
present control of public utilities — the speculative hostility to 
interference with a free course of exploitation. If all securities 
were placed on a straight investment basis, there is every rea- 
son to suppose that the present opposition toward the commis- 
sions would largely disappear. 

Under present conditions, the commissions quite properly do 
not trouble themselves in a rate case with the market values 
of the securities outstanding. In spite of the fact that we give 
a fair assurance that a reasonable return will be allowed on in- 
vestment, purchasers of stock are left completely under the rule 
of caveat emptor. What is the value of their investment ? Even 
if there has been no direct overcapitalization, i. e., if the stock 
has been issued for full par value, there is still the speculative 
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element. If the earning power is high, so long as there is no 
reduction in rates, the excessive return over ordinary interest 
will naturally cause the market value to go above actual invest- 
ment. Then, there is not only the ordinary business uncertainty 
of just what the excess return will be, causing the greater fluctu- 
ation in prices of stocks than of bonds, but there is also the 
additional uncertainty that a rate case may be instituted any 
time and the excess profits be cut off. So long as the rate re- 
duction is deferred high profits will continue — but how long 
will the reduction be deferred? The question clearly affects 
the value of the stock and adds to its speculative features. 

But even after the rate case has been decided and the profits 
have been cut down approximately to a reasonable return on 
investment, the adjustment is likely to be only temporary. As 
stated in another connection, the service rates at the time of the 
decision are fixed so as to bring full immediate return on the 
valuation. This means that with the development of business 
the net profits available to stockholders will increase from year 
to year, and will result in increasing stock values. In the course 
of time, if the return becomes again obviously excessive, a rate 
case will be instituted, the profitableness will be cut down, and 
the value of the stock brought back to its investment equity in 
the property. 

We simply cannot escape the fact that the value of the stock 
at any time represents the discounted or capitalized expected 
income. As already suggested, the uncertainty of income of 
public-utility stocks is much greater than that of ordinary indus- 
trials. Purchasers and holders must consider, not only the earn- 
ing power under existing service rates, but also the probability 
of rates being reduced and the net return greatly diminished. 
When the return is greater than ordinary interest on investment, 
the commission's right to reduce rates may be exercised. The 
investor, therefore, in estimating the value of his holdings, is 
compelled to guess at what the regulative authority is likely to 
do. 

In so far as stocks are held by small groups of owners, who 
understand clearly the legal position of their investment, there 
is perhaps no very great harm in our haphazard regulation. 
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Nevertheless, when returns have been permitted to reach 
an excessive point and have been allowed to continue unduly 
high for a long time, the owners of the securities naturally con- 
sider unjust and greatly resent the reduction of their income. 
They will honestly view the action of the commission as arbi- 
trary and confiscatory. To be sure, they have never been le- 
gally entitled to more than just a fair return on actual investment. 
Consequently we may argue that if they have obtained more 
than the fair return, they have received so much more than they 
were justly entitled to receive, and therefore have no reasonable 
complaint against the reduction of rates. If they purchased 
the securities at more than fair value, they did so at their own 
risk, knowing the public right to reduce rates, and if they lose, 
they receive but a just penalty for their speculative venture. 

To the writer, the above position, while it may be legalisti- 
cally defended, seems based upon a rather narrow point of view, 
which is bound to breed private antagonism toward public in- 
terest. If we wish to control the return on utility investments, 
why not do so clearly, remove unnecessary speculative condi- 
tions, and avoid all possible clash of interests? While perhaps 
the bulk of utility stocks are held by speculative owners, who 
do not deserve a great deal of sympathy — but whose coopera- 
tion nevertheless should be enlisted for the public welfare — 
there are many holdings that were acquired for the sake of 
straight investment, and the owners would really suffer unjustly 
through a reduction in rates. 

After all, ordinary investors do not know and cannot reason- 
ably be expected to know the complex legal basis of utility 
operations. If a stock has been paying, say, 10 per cent divi- 
dends and according to existing conditions fairly promises to 
continue the rate, then a purchaser who in good faith has ac- 
quired the stock on that basis may be considered as having 
obtained a fair vested right. If then rates are reduced, he is 
caused to suffer unjustly and has a righteous complaint against 
the commission. In such cases the question may fairly be 
raised, if the value at the time of purchase was based on exist- 
ing earning power permitted by the state, whether the investment 
should not be entitled to constitutional protection? Why, it 
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may be argued, if the earnings had been allowed and if the stock 
had been purchased accordingly, should the state have the right 
to reduce rates and destroy the value of the investment ? If in- 
vestments are made in good faith, they should have reasonable 
constitutional protection. We cannot as a matter of fact expect 
purchasers to know all the fine legal theories surrounding 
their property. We should construct our policy in harmony 
with ordinary business understanding. Our method of regula- 
tion should be reasonably simple. 

As conditions are, by the more or less arbitrary decision of 
a small group of men, millions of securities may be rendered 
worthless or they may be practically given the guarantee of the 
state of the full protection of their income. Take this situation. 
Several companies were consolidated ten or fifteen years ago, 
partly for the sake of avoiding competition, partly for the sake 
of effecting certain economies of operation. The relative equities 
of the different companies were adjusted through the issue of 
new securities based on the earning power of the individual com- 
panies. The total capitalization after the consolidation greatly 
exceeded the actual construction cost of the combined proper- 
ties, but was equal only to the previously capitalized earning 
power of the combined companies. 

Time has passed and has justified the wisdom of the con- 
solidation. Not only the interest on bonds but regular divi- 
dends (say 10 per cent) have been paid on the stock. Now, 
in a rate case, what is the value of the securities? Will the 
commission have any regard for the circumstances that led to 
the consolidation? It may allow an intangible value equal to 
the excess earning power at the time of the consolidation over 
the so-called tangible property ; but it may not, and probably 
should not. The transaction, however, was one of good faith ; 
securities were not ruthlessly issued ; the interest of the public 
was not flaunted. Still, hundreds of thousands of reasonably 
existing security values may be officially cut down, not because 
of clearly defined public policy, but because of the feelings of 
a small group of men. 

The situation assumed here is, of course, somewhat extreme, 
but it nevertheless exists in many cases. On present properties 
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the problem cannot be avoided, and it should be met along 
lines of broad public policy. But it seems the height of ab- 
surdity that such indefiniteness should be continued through 
the future. A policy should be enacted so that all public-util- 
ity securities shall have constitutional protection — so that if their 
earning power be diminished and their value decrease, the fact 
will be due to business conditions and not to the more or less 
arbitrary act of a regulating body. With such a policy, and 
with the service monopolized, and with construction restricted 
to the reasonable needs of the public, public-utility securities 
throughout would be placed among the safest and most attrac- 
tive investments in the country. 

If the plan here suggested were adopted, the regulation of the 
issue of securities would go together with the regulation of re- 
turn and service rates. Capitalization cases would be greatly sim- 
plified, and the commission would be obligated to safeguard the 
return on all securities outstanding. The companies could gain 
no possible undue advantage through a new issue. In permit- 
ting an issue, the commission need consider only whether the 
funds are reasonably needed for the development of the busi- 
ness. It could center its attention on the really important con- 
sideration, the requirements of the service, and would not need 
to be concerned with any hidden scheme that the company 
might have in seeking the issue. 

VI 

A multitude of objections, of course, may be raised against 
the proposed plan. The principal ones are perhaps the follow- 
ing: (1) it would be costly to initiate; (2) it would involve a 
radical departure from present procedure and would be a step 
toward public ownership ; and ( 3 ) it would greatly diminish or 
would destroy present incentive to economy, efficiency and prog- 
ress in public-utility construction and operation. 

As to the first objection, the reply may be brief. To place 
regulation on an effective working basis, so that there really 
would be control, would naturally be a costly undertaking. 
The question is wholly whether the costs would be justified by 
the results. As stated elsewhere, present regulation of return 
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is also expensive, and the question becomes largely whether we 
prefer a large present cost with definite control, or practically 
equivalent future outlays with spasmodic regulation ? 

As to the second objection, it must be admitted that the 
present suggestion is radical, and that it is based to a consider- 
able extent on the idea that in many communities the experi- 
ment of public ownership and operation is bound to be tried. 
We may rest assured that the past laissez-faire conditions in 
public utilities will never return. We shall have public regula- 
tion of some sort, or outright public ownership and operation. 
Existing regulation, while undoubtedly a great improvement 
over the past, is not satisfactory. The proposed plan, instead 
of hastening public ownership, may very well postpone it, by 
making regulation effective. Nevertheless, the door to eco- 
nomic experimentation should be left reasonably open. If 
anywhere, after careful consideration, we wish to try public 
ownership, why not? There should be no particular constitu- 
tional hindrance. The idea of the general welfare should con- 
trol. If we should desire public ownership, the proposed plan 
would make the transition an easy matter. The valuation shown 
on the books of the company would constitute the purchase 
price of the property, and the entire organization could be 
taken over bodily by the public, or such changes could be 
made as desired. The public's duty to the investors would be 
clear : so long as mere regulation continued, the public would 
pay interest on the private investment, and if public ownership 
be undertaken the amount of the investment would be returned. 
Or the transition might consist merely in changing the form of 
securities; the investors would exchange their holdings for 
municipal or state bonds ; or the certificates actually held might 
simply be transformed into public securities. 

The third objection is really the rub in regulation ; but it prob- 
ably applies fully as much to existing conditions as it would 
to the proposed scheme. At the present time, there are plenty 
of cases where excessive service rates are covered up by 
padded operating expenses. Unjustifiably high salaries paid to 
the general officers of the company are matters of fairly com- 
mon notoriety. If rates are high and if a rate case is feared, 
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in so far as economy and efficiency follow the motive of profits, 
there is now no special inducement to progressive operation. 
It is only when a company has a hard time to exist, or when 
no prospective regulation is feared, that the hunger for profits 
can now serve as a direct force for economical conduct of busi- 
ness. 

The writer has given the objection long and careful consid- 
eration. He has thought that a bonus system, or a division-of- 
profit scheme, or a sliding-scale method of rates as used in 
Massachusetts, might be desirable, so that besides the fixed 
return allowed on investment, the company might share in any 
additional profits due to efficient organization. 1 Any plan of 
profit sharing that may be offered, however, presents serious 
difficulties of management. It should be automatic and defi- 
nite, and it should introduce no considerable speculative ele- 
ment in the investment. No scheme that has been suggested 
appears reasonably satisfactory. Everything considered, it 
seems that in so far as the criticism is valid — that definite regu- 
lation will interfere with progressive operation — we shall be com- 
pelled to accept the evil as one of the costs of the plan, to be 
balanced against the gains that we may expect to realize. 

But the validity of the criticism may well be called in ques- 
tion. It is, of course, impossible to determine the matter 
finally, but it appears extremely doubtful that the profit motive 
as such has been the fundamental spur to improvement in 
public-utility or other enterprises. This is a long story and 
cannot be extensively considered here, but it is the point of 
departure between laissez-faire and modern social-service eco- 
nomics. Public-utility interests naturally take the view that 
permits private exploitation of public industry. What we wish, 
however, is such organization and management as will clearly 
result in the greatest social benefit. The scientific question in 
this connection then is, whether in present organization of in- 
dustry the pressure for profits or some other motive is the 
controlling factor working for progress. 

1 Cf. " Returns on Public Service Properties," Political Science Quarterly, vol. 
xxx, p. 1 06, at p. 128. 
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Frankly, no one can answer the question satisfactorily. 
Doubtless the love of profits must be credited with a consider- 
able share in the general industrial advancement, but other 
motives, which have operated in a less hideous and therefore 
less obvious manner, probably deserve far the greater credit. It 
seems true that in our large industrial corporations today, effi- 
cient departmental organization rests only remotely on the pres- 
sure for dividends. The general officers, the heads of depart- 
ments and the men throughout the organization cooperate 
together largely because they are in the spirit of the game and 
not because they must deliver certain returns at the penalty of 
their jobs. Efficiency seems to be the greater where the love 
for the game is left the freer, not constantly confronted with 
the spectre of profits. The spirit of the organization is always 
the chief consideration in efficient management ; can it thrive 
where outside pressure for profits is directly and constantly felt? 

There is no particular reason why the effective spirit in the 
working organization of the public utilities should be dimin- 
ished merely because the public interest would be more clearly 
brought out in the management. Certain difficulties existing 
under present haphazard regulation would be avoided by the 
definite procedure. Efficiency and staff loyalty to the organi- 
zation go together. As things are, the antagonism between the 
company and the commission brought out in a rate case re- 
sults usually in ranging against the commission all the officers 
of the company and the entire personnel of the working organ- 
ization. This happens because the issue appears directly as 
between the company organization and the public. But fun- 
damentally this is wrong ; really the case is between outside se- 
curity-holders and the public ; it really does not involve the 
company as a working organization. The public essentially 
owns the utilities now. The officers and the entire business 
organization are really public agents. Not only, however, is 
this fact obscured, but the contrary is made to appear through 
our present methods of regulation. The hostility to the com- 
missions and the public is probably due fundamentally to the 
misconception as to who or what really constitutes the " com- 
pany. " 
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If there are no special discouragements, there is no clear 
reason why the loyalty and spirit of the organization should 
not be enlisted as fully for the public welfare as for the divi- 
dends to unknown stockholders. If the commission were freed 
from the present rate cases, which breed hostility and empha- 
size discordant interests between the public and the investors, 
it could readily become a part of the company organization, 
share in the spirit of progress, and make the organization ap- 
pear directly as a public agency. The commission should re- 
ceive a greater share in the direct management of the utilities. 
It should have control over all extensions and additions to the 
property. It should have a place in the board of directors 
of every company, so that the enterprise would appear as pri- 
marily public and not private. 

Under the proposed scheme the commission would be freed 
from the time-consuming rate cases and it would devote its 
energies to other important matters. It could then really be- 
come a part of the company. Rates could be effectively 
studied and applied without arousing hostility; no vested in- 
terests would be affected. Extensive or dominating control 
could be assumed over current operations. If a moderately 
liberal salary policy were followed in regard to the officers and 
staff organization, and if proper spirit of cooperation were 
shown, in the absence of any directly antagonistic interests, 
there is no clear reason why the efficiency of the working or- 
ganization should be impaired. It would seem that the plan 
outlined would furnish the reasonable immediate step in desir- 
able public-utility developments. 

John Bauer. 

Princeton University. 



